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SSSuuu mmmmmmaaarrr yyy   
 
When the Program began 2002, its final year, its first priority was to accelerate 
organizational development and professional growth. Strategic choices were made 
allocating additional resources to the development of SROs and implementation of a 
comprehensive professional certification program.  
 
Innovation is our primary driver of success in a most challenging environment,  
 
During this quarter, innovative approaches were taken in communications technology 
and educational resources, upgrading them. Additionally steps were taken to ensure 
local national organizations would have the potential of consistently meeting future 
demands of the professional.  
 
The powerful, transformation trends previously noted continued in all of the areas 
where the Program operates: training, and educational and regulatory reform. 
Constituencies are committed to move forward even under the extreme circumstances 
they face.  
 
Noteworthy accomplishments of the Quarter include:  
 

??Organizational development gained momentum with “open meetings”. 
Dialogue amongst all parties was increased with the establishment of 
monthly “town hall” events by the Palestinian Association of 
Accountants and Auditors 

??University activities moved further towards full local national 
ownership. Several courses were passed on to resident professors. 
Additionally, publication of local language texts continued, one book 
was issued (Advanced Auditing) and another is in progress 
(Management Accounting)   

??Professional certification was addressed in several ways. 
Implementation of a certification examination moved toward resolution 
by both SROs. Discussion on the legal regulation of the Profession 
enjoyed substantial public exposure. 

??Media and Public Awareness communicated Program actives to many 
and continues to leave long-term evidence of its presence.    

 
While the Program has achieved a great deal of progress, there remains a lot of hard 
work ahead to complete the overall mission of expanding economic opportunities for 
Palestinians.  
 
The Program’s local national team dedication to mission has never been more evident 
than in this quarter. They have risen to many challenges and continue to exceed 
expectations – always setting new standards.  
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Training Activities 
 
The first element of the Program’s strategy was the development of a platform 
upon which the compelling reasons for reform and change could be presented – 
our training activities have achieved this and are leading the way in delivering 
results.  
 
Analysis of Q1-2002 activities is representative of the over 30 man-years of 
training preformed over the last 15 months. The male female ratio was 
approximately 75% to 25%. Coverage of SRO membership was very high 
amongst the Palestinian Society of CPAs, averaging 80%, however low 
(averaging less that 20%) in the Palestinian Association of Accountants and 
Auditors. The Palestinian Association of Accountants and Auditors has around 
4000 members, the Palestinian Society of CPAs has approximately 220. In 
addition to SRO members in attendance at training activities, there is a material 
group of “non-affiliated” individuals – approximately 15%.   
 
The largest contribution that achievements in training will make will be 
development of a structured and organized CPE program, bonding together the 
members into a profession 
 
Both SROs have made moves in this direction. From the PSCPA, a greater level 
of involvement in “back-office” training organizational activities was registered. 
Cross training occurred. After a longer period of absence, the PSCPA resumed 
training activities. Instructional materials on Auditing and Accounting, prepared 
by the Program, were once again presented. Individuals from a wide spectrum of 
industry had an opportunity to attend – Public Accountants were only 
approximately 12% of overall attendance. The Program remains very thankful to 
the visionary leadership displayed by the West Bank leadership of the PSCPA, 
which helped this happen.  
 
Moving closer toward the overarching goal of establishing education leading to 
“professional certification”, the Board of Directors, in a democratic manner, of 
the Palestinian Association of Accountants took the leadership roll by integrating 
three courses – Basic Auditing, Ethics, and Advanced Auditing – into one 
education stream – a group of individuals was specifically nominated to pass 
through this. Results and achievements of this group will provide leading 
indicators about the probability of the success of introduction of exams – such as 
the ASCA-ACPA, IMA-CMA/CFM, and IIA-CIA.  
 
The PAAA continues to eclipse the PSCPA in the area of Continuing 
Professional Education. 
 
Ethics Training – using the recently translated “CPA’s Guide to Professional 
Ethics” commenced during the quarter. In addition to presenting this material to 
the Profession, the Program also offered it as a “University” seminar. During the 
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quarter approximately 193 persons had taken or were engaged in this intensive 
ethics seminar – unique to the Arabic speaking world.  
   
Educational Reform 
 
All of our Program activities point to the future, in the context of educational 
reform the future is being created presently. Clearly, educational reform 
achievements in this quarter are further indications that the Program 
understands the framework and mechanisms of cooperation for accounting and 
auditing educational reform within academic communities.  
  
The process of full migration of Program course materials started. Professor Dr. 
Nasser Abdel Karim, a leading individual in both the Profession and Academia in 
Palestine, reviewed and assumed responsibility for instructing of the Program’s 
Auditing course begin offered at Bir Zeit University in the Spring Semester. 
Professor Yousef Hassan, Chairperson of the Accounting Department at Hebron 
University did the same.   
 
During the quarter, the Program completed instruction of Accounting and 
Auditing Classes, three sessions at both Hebron and Bir Zeit University. 
Discussions with An Najah University (Nablus) indicated that the Program’s 
IAS/ISA course would be added to their official curriculum in the nearest future.  
 
Further the “Basic Finance” Course (FI 230), at Bir Zeit University, supported by 
the Program on a provisional basis as another platform to demonstrate the 
usefulness of International Standards on Auditing, International Accounting 
Standards, International Valuation Standards, and Statements of Management 
Accounting closed successfully.  
 
Accounting Departments at Gaza Universities demonstrated their continuing 
ability to operate and contribute in a changing environment. Professor Dr. Jarbou 
of Islamic University completed his “Advanced Auditing” book. This text, which 
utilizes the International Standards on Auditing, will form a basis for one of 
courses at the Palestinian Association of Accountants and Auditors leading 
towards a type of “professional certification” for Auditors.  
 
Further, through the diligent efforts of the Program’s Technical Manager – Gaza 
office, Mr. Sharif Qishawi both Al Azhar and Islamic University continue to have 
high levels of attendance at Program offerings. Mr. Qishawi is committed to 
sustaining Program efforts in Gaza.   
 
In keeping with the educational standards and guidelines of the International 
Federation of Accountants and the United Nations Conference on Trade and 
Development, the Program began the donation of a portfolio of accounting, 
auditing and ethics textbooks. During this quarter three works, focused on 
International Accounting Standards were distributed, next quarter additional texts 
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and teaching materials will be distributed. Once completed these materials will 
comprise a core foundation for faculty training in integration of IAS, ISA, SMA, 
IVS, in their regular instruction, should Program time and resources be available.     
 
Service to academic institutions in the form of instruction and provision of 
materials and other resources enables them to perform and to succeed in 
passing on the visionary leadership that many of the leading Palestinian 
accounting professors have, even in emergency conditions. No abbreviations, 
condensation, or a compromise in instructional materials has been experienced 
by the Program when working together with the Universities.  The Program has 
achieved the objective of causing IASs and ISAs to be part of the educational 
process in Palestine.  
 
Through Q1-2001, the Program has had 1016 (F=25%,M=75%)  students pass 
through its University based activities. “Market share” of students studying 
accounting ranges from 68.8% at Al Azhar to 9.9% at An Najah University. 
Average class size has been 56. In this area of the Program’s activities have 
both a great multiplier effect  - in spreading knowledge and displaying positively 
the overall mission of USAID  - as well as building up a critical mass who will 
carry forward on reform, in their work places and organizations once the 
Program has terminated.  
 
Although the number of students, which the Program has reached is large, on an 
overall basis it represents only 43% of the population of students of accountancy 
over the period of operation.  
 
Regulatory Reform 
   
Law 
 
Political conditions faced heavy and ever increasing pressures during this 
Quarter. 
 
However, the open and transparent environment created by the Program means 
that this is an area where immediate and significant change can occur once the 
temporarily extreme condition pass. 
 
Both the Palestinian Society of CPA’s (PSCPA) and the Palestinian Association 
of Accountants and Auditors (PAAA) legal committees were very active – 
independently and with assistance from the Program. The PAAA moved along 
the avenue of interactive discussion of the issue – a material portion of “open 
meeting” time (11% plus) was dedicated to discussion on legal regulation. The 
PSCPA dedicated an article in their quarterly journal to discussions of the 
matter. Each organization supports their own version of a law. 
 



  
 

WB/G AASP Q1-2002 Page 6 /  7        April 15,2002 
Deloitte Touche Tohmatsu                East West Management Institute 

What is significant to note here is that several hundred professionals have, as a 
result of these actions been exposed to and have had an opportunity to 
comment, this will encourage responsive legislation.  
 
Addressing the challenges presented by the PAAA and the PSCPA, the Program 
started organization of a “summit” meeting – activating a “back-to-basics” 
strategy. The objective of which will be to respond to latent concerns and to build 
a working environment that will present an opportunity to structure and position 
legal regulatory reform of the accounting and auditing sector so that it 
contributes to economic growth. The Program plans to provide guidance to each 
organization how it can expand its significance within the environment, without 
negatively influencing the professional climate.  
 
SRO & Standards 
 
One of the elements of success in SRO development is transparency of 
operations – democracy and debate. The Program working together with the 
Palestinian Association of Accountants and Auditors achieved phenomenal 
success in this respect during the quarter.  
 
Sponsored and supported by the Board of Directors of the PAAA, a pattern of 
routine, monthly conference call meetings – with fixed and advertised agendas – 
open to all – linking Ramallah, Gaza, Nablus and Hebron took shape. Average 
attendance per city was 87 of which approximately 17% were PSCPA members. 
Topics discussed included Ethics, the International Accounting Standards, the 
Law, CPE, and others. A translation of the transcript of the most recent meeting 
is attached, and indicates that issues are address head-to-head; leadership is 
able to gather the voice of membership and act on it. Further development of this 
form will permit the PAAA to expand its presence to the West Bank.  
 
In addition, worthy of note is that the technology used in conference calls is ideal 
for distance learning – and was “beta” tested during the Ethics training noted 
above – Hebron and Nablus were successfully linked.  
 
Contributing to overall professional development – the PSCPA prepared another 
edition of its journal, “The Auditor”. In addition to relevant articles, practical 
practice guidance, in the form of “audit program” was started. The PSCPA 
intends to incorporate similar tools into each future edition. 
 
Activities in respect of the International Accounting Standards are on hold. The 
PSCPA was able to secure exclusive Palestinian representation on the 
translation committee “officially” appointed by the IASC as the sole body 
authorized to produce an Arabic language version of the International 
Accounting Standards. This text is expected to be released June 2002. 
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Other Activities 
 
Joint Tasks 
 
After having provided focused support to the FMI-Capital Markets Access 
Program during Quarter Four 2001, additional opportunities to assist that 
Program did not present themselves. This Program was however able to support 
training in IAS #39 Financial Instruments: Recognition and Measurement 
(important for Banks), which help the efforts of the KPMG -Barents Project “ Bank 
Supervision Activity”.   
 
Media 
 
Communicating with the media provides opportunities for growing a network as 
well as opportunities for understanding. Understanding the environment and 
being understood by it are critical to provide quality service to it.  
 
The Program endeavored to use each significant event and achievement of a 
milestone as a media event – the initiative was taken – press releases were 
prepared and issued. Additionally, a routine of emailing “newsletters” to 
interested parties was expanded upon. Over three hundred addresses are 
regularly informed of developments in the accounting and auditing sector.  In 
addition to providing information on the Program, with a vision of a future SRO 
Newsletter – professional materials, such as the bulletins on local and 
international developments are sent. 
 
Awareness Promotions 
 
One of the top priorities the Program is to recognize the type of commitment that 
will form the basis of long-range success and survival of its efforts.  
 
During this Quarter several opportunities arose for the issuance of additional 
memorials – Leadership was the key theme. Leadership has been demonstrated 
by several persons within the academic community (Professors Shammas and 
Abu Humos, Bir Zeit University) in understanding and acting upon upgrading 
accounting and auditing education in Palestine. Additionally, the proud history of 
education excellence in Palestine continues with publication – several books 
providing practical guidance in Arabic on International Accounting and Auditing 
Standards have been published and other books are in production.  
 
Community support, in the form of paid advertising, was recognized as one of 
the elements to insuring financial sustainability.  
 
The spirit of local national pride will be key to making use of the momentum and 
technical assistance provided by this Program - we support it.      
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Open Meeting for the Palestinian Association for Accountants and Auditors 
 
Monday March 11,    
 
Salem Sabah, Member of the Board of Directors of the PAAA 
 
We will start our meeting according to the agenda we have with Dr. Yousef 
Jarbou’ to give us a summary about his recent book “Advanced Auditing – 
According to the International Standards on Auditing”. 
 
Dr. Yousef Jarbou’ 
 
We’re now in the beginning of the first decade of the twenty one century which 
requires preparation to face the information generation and doing the business 
combination and transiting the public sector to the private sector which will 
expand the markets in the financial aspects, and the transactions will move from 
the local form to the international one, and the parent holding multi – international 
companies will control the strategic levels of the international economy, and this 
will increase the importance of the financial information which will help the 
investors in the areas of finance and investment, but to have these financial 20 
information meet the needs of the users in the areas mentioned above, it should 
have the following characteristics: 
 
First, this information should have sufficient amount of reliability to make the 
users able to rely on these information in planning and making decisions. 
 
Second, the information should be comparable to get accurate indicators from it. 
The use of International Standards on Auditing became basic requirement for all 
the concerned parties from the external independent auditor, the financial 
community and government. 
 
In previous years, the objectives of the auditing process were limited to 
inspecting the records and discovering fraud and error, then expressing an 
opinion with regard to these records. The objectives now are different, the auditor 
is asked by the financial community to show many of the important financial 
issues in his report whether with regard to the plans and its implementation or the 
measurement of efficiency and effectiveness in the companies or the evaluation 
of the professional performance in these companies. The International Standards 
on Auditing were a result of the work of a specialized professional committee 
from U.S.A, U.K, NewZeland, Canada, Australia and other countries, this 40 
Committee worked hard on the Auditing Standards which we have now and 
which we work on implementing it in all the Arab Countries, the implementation of 
these standards in the Arab Countries in general and especially in Palestine will 
help in accepting Palestine as associate member this year and full member in the 
year 2005 in the World Trade Organization. This Committee worked on 
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eliminating many of the difficulties in the countries signing for membership in the 
World Trade Organization especially in the area of Taxation. 
 
This is an introduction to the International Standards on Auditing; with regard to 
the book we’ll go through it briefly, the book is 15 chapters as follow: 
 
Chapter 1 is about the International, Regional and Local Associations. 
 
Chapter 2 discusses the Introductory Matters related to the auditing standards 
and related services. 
 
Chapter 3 goes more in the Auditor’s Responsibilities, Objectives and General 
Principles Governing the Audit of Financial Statements, Terms of Audit 
Engagement, quality control of audit work, documentation, fraud and error and 
finally the consideration of laws and regulations in an audit of financial 60 
statements. 
 
Chapter 4 talks about the professional standards for auditing, whether general 
(personal) standards, fieldwork standards and reporting standards. 
 
Chapter 5 focuses on the planning of the audit process and the supervision of 
assistants which includes planning the audit, types of audit programs and audit 
materiality. 
 
Chapter 6 was totally assigned to the study and evaluation of the internal control 
structure. 
 
In Chapter 7, discussion is related to audit evidence, special consideration was 
given to the sufficiency and appropriateness of audit evidence. 
 
Chapter 8 includes a review to the audit of revenue and expenditure cycle. 
 
In Chapter 9 there is a discussion of the audit of the balance sheet elements. 
 
And to have the cycles complete, Chapter 10 considers the audit of income 80 
statements elements. 
 
Chapter 11 talks about using the work of others including other auditors, internal 
auditors and experts. 
 
Chapter 12 is about the completion of audit work. 
 
Chapter 13 is about audit conclusion and reporting. 
 
Chapter 14 is about the specialized areas in audit. 
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And finally Chapter 15 covers the related services issue. 
 
We were interested in having in the end of most of the chapters practical 
examples to enable the user of this book to get sufficient information with limiting 
this information to the theoretical frame only. 
 
Salem Sabah 
 
Thanks for Dr. Jarbou’ for this illustration, and also for the efforts he had made in 100 
this book, giving that the PAAA will work hard to get benefit from the book by 
holding workshops and seminars for accountants and auditors using the 
materials in this book. And in behalf of the Accounting and Auditing Sector 
Program in the West Bank and Gaza please let me give this memorial gift for Dr. 
Jarbou’ for his efforts. 
 
We’ll move now to the second part of our meeting with Mr. Habeeb Jaradeh, the 
Chairman of the Ethics Committee in the PAAA, giving that Mr. Jaradeh is ex-
Chairman of the PAAA. 
 
Habeeb Jaradeh, Chairman of the Ethics Committee in the PAAA 
 
There should be a code of ethics for every work, and now we’re concerned with 
the Code of Ethics for Professional Accountants, the Professional Accountant 
can be employed in private sector or public sector or can be professional 
accountant in public practice who owns his practice office, or a partner in a 
specialized audit firm, or a member in IFAC member body. The professional 
services require accountancy or related skills performed by a professional 
accountant including accounting, auditing, taxation, and management consulting 
and financial management services. 120 
 
IFAC believes that the identity of the accountancy profession is characterized 
worldwide by its endeavor to achieve a number of common objectives and by its 
observance of certain fundamental principles for that purpose, therefore IFAC 
recognizing the responsibilities of the accountancy profession as such, and 
considering its own role to be that of providing guidance, encouraging continuity 
of efforts, and promoting harmonization, has deemed it essential to establish an 
International Code of Ethics for Professional Accountants to be the basis on 
which the ethical requirements for professional accountants in each country 
should be founded. 
 
The profession is distinguished by certain characteristics including mastery of a 
particular intellectual skills, acquired by training and education, adherence by its 
members to common code of values and conduct established by its 
administrating body, including maintaining an outlook which is essentially 
objective and acceptance of a duty to society as a whole (usually in return for 
restrictions in use of a title or in the granting of a qualification). A distinguishing 
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mark of the profession is acceptance of its responsibility to the public, the 
accountancy profession’s public consists of clients, credit grantors, governments, 
employers, employees, investors, the business and financial community, and 140 
others who rely on the objectivity and integrity of professional accountants to 
maintain the orderly functioning of commerce. This reliance imposes a public 
interest responsibility on the accountancy profession; the public interest is 
defined as the collective well being of the community of people and institutions 
the professional accountant serves. 
 
A professional accountant’s responsibility is not exclusively to satisfy the needs 
of an individual client or employer. The standards of accountancy profession are 
heavily determined by the public sector, for example; independent auditors help 
to maintain the integrity and efficiency of the financial statements presented to 
financial institutions in partial support for loans and stockholders for obtaining 
capital, financial executives serve in various financial management capacities in 
organizations and contribute to the efficient and effective use of the 
organization’s resources, internal auditors provide assurance about a sound 
internal control system which enhances the reliability of the external financial 
information of the employer, tax experts help to establish confidence and 
efficiency in, and the fair application of, the tax system and management 
consultants have a responsibility toward the public interest in advocating sound 
management decision making. 
 160 
Professional accountants have an important role in the society. Investors, 
creditors, employers and other sectors of the business community, as well as the 
government and the public at large rely on professional accountants for sound 
financial accounting and reporting, effective financial management and 
competent advice at on a variety of business and taxation matters. These 
objectives require basic needs to be met; Credibility: in the whole of a society 
there is a need for credibility in information and information systems, 
professionalism: there is a need for individuals who can be clearly identified by 
clients, employers and other interested parties as professional persons in the 
accountancy field, quality of services: there is a need for assurance that all 
services obtained from a professional accountant are carried out to the highest 
standards of performance, confidence: users of the services of professional 
accountants should be able to feel confident that there exists a framework of 
professional ethics which governs the provision of those services, integrity: a 
professional accountant should be straightforward and honest in performing 
professional services, objectivity: a professional accountant should be fair and 
should allow prejudice pr bias, conflict of interest or influence of other override 
objectivity, professional competence and due care: a professional accountant 
should perform professional service with due care, competence and diligence 
and has a continuous duty to maintain professional knowledge and skill at a level 180 
required to ensure that a client or employer receives and advantage of competent 
professional service based on up – to – date developments in practice, legislation 
and techniques, confidentiality: a professional accountant should respect the 
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confidentiality of information acquired during the course of performing 
professional services and should not use or disclose any such information 
without proper and specific authority unless there is a legal or professional right 
or duty to disclose, professional behavior: a professional accountant should act in 
a manner consistent with the good reputation of the profession and should refrain 
from any conduct which might bring discredit to the profession, and technical 
standards: a professional accountant should carry out professional services in 
accordance with the related technical and professional standards promulgated by 
the IFAC, International Accounting Standards Committee, the members’ 
professional body or other regulatory body and the relevant legislation. 
 
The objectives as well as the fundamental principles are of a general nature and 
are not intended to be used to solve a professional accountant’s ethical problem 
in a specific case. However, the Code provides some guidance as to the 
application in practice of the objectives and fundamental principles with regard to 
a number of typical situations occurring in the accountancy profession. 
 200 
Salem Sabah 
 
Thanks for this illustration about the Code of Ethics, and I would like to add that 
the PAAA has in its bylaws code of ethics requirements, and the committee is 
working now on adapting these requirements with the IFAC code of ethics, and 
we can say that there is no clear difference between the requirements we use 
now and those required by the IFAC. 
 
We’ll move now to the most important part of this meeting in which we’ll discuss 
the draft accounting and auditing practice act, which was prepared by the legal 
committee in the PAAA, and this is a specialized committee worked on preparing 
this draft using the current applicable local and Arabic laws then called for 
workshops in which more discussion was done by professionals and academics 
and a recommendation was submitted to the Board of Directors of the PAAA who 
submitted it to the Minster of Finance to give it to submit it to the Legislative 
Council. We’ll listen now to Mr.Fayez Al Qudwa, the chairman of the legal 
committee in the PAAA to give us clearer picture about this draft. 
 
Fayez Al Qudwa, Chairman of the Legal Committee – PAAA 
 220 
We have the following comments on the law submitted to the Legislative Council 
which passed the first reading and waiting for the second one, 
 
Chapter 1, Section 1, our recommendation is “Practicing the Accounting and 
Auditing Profession Act” and the board is the auditing practice board formed by 
this law. 
 
Section 3, the auditing license board created by this act, and the board is formed 
from…..., our recommendation is the Minster of Finance instead of his deputy. 
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Section 9, related to the first University degree and two years in audit work as a 
senior auditor, we recommend canceling the two year experience condition 
as a senior auditor to give more auditors the chance to get the license, we 
want to expand the audit profession in Palestine according to the applicable rules 
and regulations and as per the International Standards on Auditing to enhance 
the level of this profession. 
 
Paragraph 4-a in section 9, and paragraph 4-b canceling two years experience 
as senior auditor. 
 240 
Chapter 5, section 17, in the project submitted to the Legislative Council, “as per 
the provisions of this act, a society of Palestinian CPA’s is to be established 
under the name of Palestinian Society of CPA’s. The Society’s objectives are to 
protect the interest of its members and to enhance cooperation among them. It 
also works on developing the educational and professional standards of its 
members”. Our recommendation is to re-phrase this section to take in 
consideration the PAAA which was established since 1979. 
 
Section 17, Paragraph 2, “Being a member is mandatory. Violations will result in 
suspension and projection from practicing and as per the regulations of the 
society”. Our recommendation is the same as in the previous section. 
 
The draft presented to the Legislative Council didn’t include two main sections as 
below: 
 
Section 4, Paragraph a, 
 
As per this act, an accounting standard board will be created and referred to as 
the “Palestinian Accounting Standards Board” which is a completely independent 
board responsible for: 260 
 

1- Promulgation, development and issuance of Palestinian accounting 
standards in light of the International Accounting Standards. 

2- The creation of an environment appropriate to the development of the 
accounting profession. 

3- To conduct researches and scientific studies focusing on accounting 
standards. 

4- To take all steps necessary for the preparation and issuance of the 
standards. 

5- To train accountants and upgrade the standards of the profession. 
6- To prepare an accounting conceptual framework (Palestinian). 
7- To ensure that financial statements used by governmental entities are 

prepared in conformity to accounting standards promulgated by the 
standard board. 
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Paragraph b, 
 

1- The board is comprised of 9 members who are competent and 
experienced accountants… academics, bankers, members from the 
ministry of finance and public entities. 280 

2- The board can seek assistance from whoever sees appropriate to 
accomplish its tasks. 

 
Section 5, related to the auditing standards board, 
 
Paragraph a, as per this act, an auditing standards board will be created which is 
completely independent board responsible for: 
 

1- Promulgation, development and issuance of Palestinian auditing 
standards in light of the International Standards on Auditing. 

2- To conduct researches and scientific studies focusing on auditing 
standards. 

3- The preparation for all necessary systems… the preparation and issuance 
of auditing standards and qualifying auditors to apply them. 

4- The cooperation with specialized bodies to implement auditing standards. 
5- Follow up with all what is newly issued in terms of researches regarding 

those standards. 
 
Paragraph b, The committee is comprised of people who are competent and 
experienced as prescribed in section 4 paragraph b and can seek assistance 300 
from others who are experienced when needed. 
 
Paragraph c, appointment of the members of the accounting standard board 
and the auditing standards board is a decision made by the board of ministers 
based on nominations made by the Palestinian Association for Accountants 
and Auditors. 
 
We are aware to the need to discuss this laws from a professional and legal 
prospective in a positive atmosphere in order to adapt a law that organizes 
the profession in Palestine. We in the PAAA hope that will reach in this 
meeting or any other meeting or workshop or in the Legislative Council 
second hearing will reach to law that organize the profession on the 
basis of the general Palestinian benefit. 
 
Salem Sabah 
 
Thanks for this interesting illustration, we’ll give now time for questions and 
comments. 
 
Mohamad Arafat, Accounting student, Al Najah University 320 
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With regard to the accounting standard board or the auditing standard board, 
isn’t there a possibility to have these two boards on the Arab world level? I 
mean, did the PAAA start any kind of coordination in this regard with the other 
Arab countries? Giving that this will add value to the work of the board and 
will reduce the expense of these boards allocated to the PAAA. 
 
Fayez Al Qudwa 
 
Thanks for the question, I wish this can happen, and I think that the Arab 
Union for Accountants and Auditors can play more active role in this regard. 
But for the status of the profession in Palestine, we can’t ignore that it is low 
and needs development. 
 
Baha’ Al Jabi, Independent Auditor, Nablus 
 
Some of the licensed accountants and auditor misuse they career by getting 
involved in inappropriate actions especially with the way they deal with their 
clients, what limitations can be implemented to reduce these events? 
 340 
Salem Sabah 
 
I think that the implementation of the IFAC Code of Ethics can reduce these 
actions, for example, rule # 10, Audit Fees –the one implemented now by the 
PAAA-, the member should not argue directly or indirectly with the client 
about his fees to get a job done by other member. Accordingly, when 
superseding another professional accountant in public practice, the auditor 
should follow the requirements of rule # 13 of the IFAC Code of Ethics 
“Relations with other Professional Accountants in Public Practice”. 
  
A question from one of the participants in Hebron 
 
Section 4 paragraph b of the act, how the members of the board are 
selected? 
 
Fayez Al Qudwa 
 
Appointment of the members of the accounting standard board and the 
auditing standards board is a decision made by the board of ministers based 
on nominations made by the Palestinian Association for Accountants and 360 
Auditors. The nomination by the PAAA is based on established criteria related 
mainly to integrity, experience, professionalism…. etc. 
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A question from one of the participants from Nablus 
 
First, is the Palestinian nationality a condition to get the license? 
Second, in the law submitted by the PAAA there is no definition and 
separation between accounting and auditing. 
Third, in most of the countries there is a society for accountant and another 
society for auditor, why you insist in this law to have both in one society? 
 
Fayez Al Qudwa 
 
For nationality, as per section 7 of the act, the applicant must be Palestinian. 
 
For the two societies, most of the Arab countries around us have one society, 
this is not the issue, what we really need is to have real training programs to 380 
help Palestinian accountants and auditors to work on the basis of the 
International Accounting Standards and International Standards on Auditing. 
 
Jamal Mulem, CPA \ Member of the Palestinian Society for Certified 
Accountant, Ramallah 
 
Thanks for your efforts, and based on the papers we have I want to comment 
briefly on the following: 
 
First, Mr. Qudwa mentioned that “review” is more comprehensive than “audit”, 
and I think is the more comprehensive word, and if we look to the standards in 
the U.S.A and other countries it is “Auditing Standards” and not “Review 
Standards”. Accordingly the act should be the Auditing Practice Act. 
 
Second, Section 7, to get the license you have to be a member in the PAAA. I 
think you have to change this, the licensing first and then the membership 
should be optional in the PAAA. 
 
Section 8, there is duplication with section 7, one should be canceled. 
 400 
In the same section, there is duplication with regard to the university degree. 
 
Section 15, for the meeting to be legal it must be attended by at least five 
members provided that one of them is the president or the vice president, and 
decisions by the board need the vote of the majority of those who attend. In 
case the vote is equal on both sides, the side of the president will prevail. I 
recommend adding the deputy of the chairman in his absence. 
 
Section 19, a licensed auditor should inform the society of the address of the 
office…., I think that the legal maximum period to inform the society should be 
mentioned. 
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Fayez Al Qudwa 
 
“Review” and “Audit” have different meaning in Arabic than English, and 
whether it is named the review act or the audit act we are interested more in 
the content of the act. 
 420 
For section 7, will take your comment in consideration, the same will be for 
section 15 and section 19. 
 
A question from one of the participants in Gaza 
 
Is the Legislative Council going to take in consideration the law prepared by 
the PAAA especially that they already working on another version? 
 
Fayez Al Qudwa 
 
For the one they are working on now we can’t cancel it, but we had 
communications with the legislative council members, and we were able to 
postpone the second hearing till give our comment which will be taken in 
consideration. It is important to mention that we are not against the law they 
are working on, but we believe that substantial adjustment should be done to 
get the most suitable law for the benefit of the profession. 
 
Salem Sabah 
 
Thank you very much, hopefully will meet you again in the PAAA next open 440 
meeting in April 8. 
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Chapter 1 
 
 
Overview and Historical Background 
 
The development in all human sciences is a reflection of the 
development in humanity and its new needs, and this is applicable for 
our subject International Standards on Auditing. Auditing is one of 
these sciences which has its accepted principles and standards, and 
has also its art and procedures in solving its related problems, where 
these components of principles, standards and arts formed the 
foundation of this science which is a result of the efforts of individuals 
and organizations. Giving that the International Federation of 
Accountants (IFAC)  played an important role in developing this 
science, which made its objective to develop and enhance the 
accounting profession in a way to make it able to provide continuing 
and high quality services for the benefit of public . 
 
IFAC worked in creating, developing and updating the International 
Standards on Auditing (ISAs) and International Audit Practice 

Page 2 of 2 

Statements (IAPSs) on Auditing and Related Services to obtain 
uniformity in the public practice in the world, while the auditing 
procedures required to apply these standards were left to the auditors 
professional judgment and which will depend on the special 
circumstances for each case. 
 
Knowing its responsibilities, the Palestinian Society for Certified Public 
Accountants (PSCPA) worked on developing the auditing profession in 
Palestine by adapting the International Standards on Auditing in order 
to enhance the level of performance for those who work in this field and 
to develop the services provided for the users of the financial 
statements to help them in taking the right decision in different fields 
especially in the areas of investment and finance, and this can be done 
only through accurate reports based on clear and accepted bases can 
reflect the position of the companies in a correct manner with providing 
accurate bases for comparisons  with other reports for other companies 
in the same field in order to reach to a comprehensive development in 
all economy sectors. 
 
The profession faces many threats in reaching these objectives, and 
this is resulted from dealing with moving economic units influenced by 
many transactions, these threats can be summarized in the following: 
 
1- The challenge between the services provided by the auditors and 
the needs of the users of the financial statements for extended services 
in the light of developments in information technology. 
2- Globalization challenge in moving the companies from its local 
levels to the international ones, which require more experience in 
international business. 
 
These challenges require moving immediately from the theoretical 
aspects of the International Standards on Auditing to the serious work 
on immediate and efficient implementation of these standards to cope 
with the information technology revolution including computers, emails, 
internet.....and the need for the flow of economic information which 
represent the core of the world trade and the transactions and 
decisions made by companies and mainly multi national ; international 
companies. 
 
W e can mention in this regard what Dr. Ghayath Naqshabandi states to 
summarize his writing about the flows of capitals and its movements 
finally I have to assure that the future movement in the next century will 
be more than ever before toward transparency and asking for financial 
information prepared according to international accounting standards 
and principles to help investors to make their decisions in the most 
appropriate way and this will cause more challenges on accounting and 
public practice professions to play this role . 
 
Accordingly, publishing the International Standards on Auditing is 
considered an advanced step in achieving a globalization in the public 
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practice profession and this is because these standards represent a 
major step to accept the financial information on the international level 
and this will contribute to the service of the international investment 
and developing it. 
 
W e can support our discussion about the auditing science and its 
international standards considering the historical background of the 
profession to understand the role the audit played in the development 
of different nations till achieving the international standards on 
auditing, the start was in Two Rivers nation which founded the 
confirmation principles, the Egyptian nation which gave the auditor a 
special position, and this was the same for the Romans. 
 
There was a similar role in the Islamic State were the financial records 
of Biet Al Mal (the States Monies) was audited by different auditors 
distributed in different parts of the Islamic countries, this is continued 
later where the landlords used to audit the work of farmers who work in 
their lands. 
 
All these indications introduced the actual start of auditing in Great 
Britain in 1780 after the industrial revolution where the large industrial 
companies were founded and the investment companies, the important 
feature of these companies is the segregation between owners (capital) 
and managers, then the British companies law played another 
important role since it asked all general companies to audit its 
accounts by an independent auditor in 1844, this was followed by the 
other commercial legislations in the world which focused on the 
necessity to attach an auditors report with the financial statements, 
also the investors and creditors played a role in strengthening the 
position of the auditor and his opinion to make sure that the 
management has integrity and this raised the economic importance of 
the auditor for the users when they take their economic decisions. 
 
This pushed toward the necessity to have specialized experts in the 
audit work in the company and out of it, and this developed these tasks 
to be a special profession that has different forms. The following 
theories explain the theoretical development for this science, 
 
1- The Police Man Theory, it was applicable until 1940 and it was 
based on considering the auditors role limited to determine the 
accurateness of the financial statements and detect and discover fraud 
and error. 
2- The Lending Creditability Theory, and this is based on the 
imposed legally aspect by the users of the financial statements who 
ask auditor to increase the reliability of these statements produced by 
the management and used by owners. 
3- The Moderator of Claimants Theory, this reflected the auditor’s 
role in pushing the owners to continue and increase their investments 
since they get fair percentages of profits according to their 
investments. 
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4- Judge Theory, that the auditor exercises his professional 
judgment after studying the case. 
5- Agency Theory, this focused on the auditor’s role in proving the 
reliability of the management’s assertions including the ability to 
continue as a going concern, the management is the owner’s agent in 
using efficiently the available resources and the auditor is the owner’s 
agent in performing the sufficient and necessary audit . 
 
All these theories were not sufficient to explain audit and auditors 
responsibilities, since it is focused on some aspects and ignored 
others. But on the other hand the development of these theories 
facilitated developing the International Standards on Auditing that 
meets the needs of users of the financial statements on acceptable 
bases and principles to give reliability to financial reports prepared by 
management, these standard segregate clearly between the auditors 
and management responsibilities. 
 
International Audit Practice Committee (IAPC) is one of the 
International Federation of Accountants committees that played an 
active role in having the international standards and in developing the 
quality of services provided by auditors, the IAPC worked on, 
 
1- Publishing the International Standards on Auditing for audit and 
related services. 
2- Publishing interpretations and explanations to apply these 
standards. 
3- Working on adaptation of these standards in the world to have 
uniformity in auditing standards, this is through having the different 
countries adapt voluntarily these standards as it is, or with some 
adjustments or to use it as bases for their local standards. 
4- Working on gaining support for these standards from legislators, 
securities markets,....etc. 
5- Facilitating discussions between professional accountants in 
public practice and users of the financial statements in the world to 
determine if there is a need to issue new auditing standard and audit 
statements . 
 
Accordingly, more than 50 countries adapted these standards and used 
it for local use , one of these countries was Palestine: the Board of 
Directors of the Palestinian Society for Certified Public Accountants 
adapted the International Standards on Auditing and the Code of Ethics 
for Professional Accountants published by the International Federation 
of Accountants to be used in Palestine, this was based on PSCPA 
Board of Directors resolution made in the Board of Directors meeting in 
November 11, 2001, the minutes of the meeting and the resolution was 
published in the local newspapers. 
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Chapter 2 
Auditing and its Standards 
 
1- Definition and Authority 
 
To discuss the International Standards on Auditing, we have to look 
first at the audit in general and its objectives, the American Institute of 
Certified Public Accountants (AICPA) defined audit as an organized 
process to obtain and evaluate audit evidences related to the 
assertions concerned with economic transactions to assure that these 
assertions comply with acceptable standards (Generally Accepted 
Auditing Standards or International Standards on Auditing) and 
reporting results to users of financial statements . 
 
From this definition we can see that the audit process should be 
organized and according to specific objectives to obtain evidences 
objectively and neutrally through the financial statements and the 
accounting system to reach the required result: determining the quality 
and fairness of financial information by a report addressed to the 
concerned users and all of this according to acceptable standards. The 
International Audit Practice Committee in the IFAC didn’t give a 
specific definition for auditing but explained the main objective of the 
auditing process: to enable the auditor to give an opinion about 
whether the financial statements comply from all material respects with 
a specific framework to prepare financial statements (Generally 
Accepted Accounting Principles or International Accounting Standards). 
 
Accordingly, the audit of financial statements for a specific enterprise 
aims to (using the work and knowledge of independent auditor) test 
whether these statements in general were prepared within an 
acceptable basis according to the general acceptable accounting 
policies and procedures and the applicable laws and regulations to give 
a true and fair view of the financial position of the enterprise and the 
results of its operation . 
 
According to the above, we can see that audit follows a documented 
plan in which the auditor analyses the financial statements using 
different techniques. 
 
The report about the fairness of financial statements, relates to 
whether the financial statements were prepared according to 
acceptable and appropriate accounting principles, appropriateness is 
related to the specific circumstances of the enterprise including the 
sufficient disclosure and presentation on the materiality bases . 
 
The auditing standards were defined as these basic principles and 
requirements related to these principles designed to assure the quality 
of audit services performed, while the audit procedures are the tasks 
performed to achieve the objectives of these standards . The auditing 
standards can be defined also as general term for standards applied in 
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the audit of financial statements and performed on related services, 
and the standards used to report on the fairness of the statements . 
 
The authority of International Standards on Auditing is applicable for 
the audit of financial statements and can be used also (after adjusting 
were necessary) for the audit of other information and related services. 
Its important to mention here that the audit of prospective financial 
information as per International Standard on Auditing # 810 The 
Examination of  Prospective Financial Information which include 
providing investors with information related to the expected return on 
subscribed shares, and also the report to the creditors about the 
enterprises ability to cover its debt in the future year (or years). Giving 
that in exceptional circumstances the auditor may depart from an 
International Standard on Auditing, but the auditor should be prepared 
to justify the departure. 
 
It is also important to mention that the International Standards on 
Auditing only apply to material matters, that is, matters that are 
important to achieving the objectives of the professional service, and 
International Standards on Auditing are applicable to public sector 
entities unless otherwise noted in the Public Sector Prospective, which 
follows Basic Principles and Essential Procedures in the     Guide 
published by the International Federation of Accountants to the 
International Standards on Auditing and Related Services. 
 
In the end of the discussion about the authority of the International 
Standards on Auditing, it is important to mention that these standards 
do not override the local or national regulations . 
 
 
2- Basics and Procedures 
 
After discussing the historical importance of auditing and the 
development of the International Standards on Auditing, we will give 
now a brief idea about the International Standards on Auditing, these 
standards follow 10 basic standards divided to 3 groups: group 1 about 
personality, group 2 about field work, and group 3 about reporting as 
follow: 
 
a) Personality standards: 
 
1- Professional competence in providing audit services for the 
auditor and audit firm providing these services. 
2- Independence, auditors actual and appearance independence, 
when accepting the audit, planning, performing the audit procedures 
and reporting. 
3- Due care when performing audit procedures and issuing the 
auditors report. 
 
b) Field work standards: 
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1- Planning for the audit procedures should be sufficient and 
appropriate especially when there are assistants. 
2- Understanding and evaluating the internal control structure to 
determine if the auditor can rely on this structure and determine 
accordingly the timing, nature and extent of audit procedures needed to 
achieve the audit objectives. 
 
c) Reporting standards: 
 
1- Reporting whether financial statements were prepared according 
to acceptable accounting standards. 
2- Reporting whether there is a consistency in applying the 
accounting procedures used in this period in comparison with previous 
period (s). 
3- The level of reliability for the financial statements about the 
financial statements related to the financial position and performance. 
4- Expressing an opinion about the financial statements as a whole 
. 
 
These are the basic principles, the auditor can exercise his 
professional judgment to apply the appropriate procedures which fulfill 
with the above mentioned standards, and all of this is within specific 
framework determined by the acceptable auditing standards and 
interpretations published by the professional bodies and governmental 
organizations responsible for organizing the profession. 
 
These bodies are responsible to follow up on these standards and 
regulations, and these bodies are responsible to commit auditors to use 
these standards and regulations and assure discipline in using it 
 
From this assessment for the auditing standards and procedures, we 
can say that the International Standards on Auditing start from 
determining the objective and general principles governing an audit of 
financial statements, then the terms of audit engagements, and the 
quality control for it, documentation, fraud and error and consideration 
of laws and regulations in an audit of financial statements. The field 
work standards concern with planning the audit process, obtaining 
knowledge of the business, audit materiality, risk assessment and 
internal control, auditing in a computer information system environment 
and audit considerations relating to entities using service 
organizations. 
 
The last group focuses in audit evidence and additional considerations 
for specific items and initial engagements (opening balances), 
analytical procedures and audit of estimates, audit sampling and other 
selective testing procedures, related parties, subsequent events, going 
concern, management presentations, using the work of others whether 
auditors, internal auditors or experts, and finally the reporting issues as 
the auditors report on financial statements considering comparatives, 
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other information in documents containing audited financial statements, 
the auditors report on special purpose audit engagements and the 
examination of prospective financial information. 
 
3- Formatting Mechanism 
 
After giving a general overview about the International Standards on 
Auditing, we need to give a brief idea about the committee responsible 
for issuing these standards and its work procedures; this is the 
International Audit Practice Committee (IABC).  
 
IAPC is a standing committee of the International Federation of 
Accountants. Currently it has 14 representatives from member bodies. 
IAPC establishes subcommittees, composed of committee members 
and individuals from countries that are not on IAPC, to prepare and 
present draft auditing standards and statements to the committee. After 
extensive discussion and debate, the IAPC approves an exposure 
draft. The exposure draft is widely circulated for comment to member 
bodies of IFAC and to international organizations interested in auditing. 
After exposure, the comment letters are considered and the 
subcommittee working with the IAPC prepares a revised document. 
After extensive discussion of the comments, a final International 
Standard on Auditing (ISA) or International Audit Practice Statement 
(IAPS) is approved . Each member of IAPC has one vote. A quorum for 
meeting is ten members. Exposure drafts and final standards and 
statements require approval of three-quarters of the member! 
 rs (countries) present but not less than ten. 
 
It is important to mention that IAPC takes in consideration, when 
issuing the International Standards on Auditing, the differences 
between the countries in order to be acceptable internationally, this 
goes with the fact that when these standards contradict with the local 
requirements and regulations, the users of these standards will apply 
their local requirements. 
 
4- Relationship with personality and Code of Ethics 
 
In this phase, it is important to discuss briefly the professional 
accountant in public practice and the related audit work in general and 
the applicable ethics. In some countries, the professional accountant in 
public practice is defined as person trained in academic program and 
completed the licensing requirements like age, university degree, 
nationality, and years of experience.  
 
The professional accountant in public practice gets his license from a 
professional body or governmental institution and the professional 
accountant in public practice in the United States of America is called 
Certified Public Accountant (CPA), and this is the same in Australia, 
Japan and other countries. In addition, is called Certified Accountant 
(CA) in countries like Canada, United Arab Emirates, and United 
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Kingdom. Giving that the professional accountant responsibility is to 
audit the financial statements for publicly traded shares companies and 
to audit the smaller companies according to the laws and regulations in 
each country . 
 
Accordingly, a closer look to the auditing standards will lead us to the 
conclusion that these standards can not be separated from the code of 
ethics in any way, since the code of ethics requirements represent the 
source of the standards. The code of ethics requirements can be 
divided to: 
 
1- Basic Principles: Should be followed without weighting it using 
the good or bad base, since these are general principles founded to be 
committed by the professional accountants. 
2- Beneficiary Principles: Used after deciding if it is good or bad in 
relation to the decision to be taken. The decision leads to the most 
benefit is the best one. 
 
The Code of Ethics we discuss is the IFAC Code of Ethics for 
Professional Accountants used internationally, the fundamental 
principles of this code apply to all professional accountant whether they 
are in public practice (auditors) or employees (in industry, commerce, 
public sector or education). These fundamental principles are not used 
to solve specific ethical problems. The fundamental principles are: 
 
1- Integrity: A professional accountant should be straightforward 
and honest in performing professional services. 
2- Objectivity: A professional accountant should be fair and should 
not allow prejudice or bias, conflict of interest o influence of others to 
override objectivity. 
3- Professional Competence and Due Care: A professional 
accountant should perform professional services with due care, 
competence and diligence, and has a continuing duty to maintain 
professional knowledge and skill at a level required to ensure that a 
client or employer receives the advantage of competent professional 
service based on up-to-date development in practice, legislation and 
techniques.  
4- Confidentiality: A professional accountant should respect the 
confidentiality of information acquired during the course of professional 
services and should not use or disclose any such information without 
proper and specific authority or unless there is a legal or professional 
right or duty to disclose. 
5- Professional Behavior: A professional accountant should act in a 
manner consistent with the good reputation of the profession and 
refrain from any conduct that might bring discredit to the profession. 
6- Technical Standards: A professional accountant should carry out 
professional services in accordance with relevant technical and 
professional standards. 
 

Page 10 of 10 

The main principle that applies to professional accountant in public 
practice only is: 
 
7- Professional Accountants in Public Practice (Auditors) when 
undertaking an engagement that involves the expression of an opinion 
(or performing a review) on financial information: 
a- Should be independent (Independence in fact), and 
b- Should appear to be independent (Independence in appearance). 
 
5- Adaptation characteristics and Related Organizations 
 
Although the adaptation of the International Standards on Auditing is 
an issue which has many aspects, mainly the cultural differences for 
each of the countries where for example the family and personal 
relationships concept differs from one country to another and how it 
affect the independence, the adaptation of these standards gives more 
comfort for users in any commercial and investment framework, since 
these standards work on organizing and controlling any of these 
frameworks in an ethical and legal way, accordingly the adaptation of 
these standards will give the following characteristics: 
 
1- Having a standard and stable criteria to evaluate the 
performance of institutions, its going concern and risk analysis. 
2- Giving the users a criteria to determine the best and safest place 
for investment. 
 
In addition, here raises the critical role for government and standards 
setting committees to achieve these two characteristics and to enhance 
the quality of the financial information reports to establish a clear 
bases, logical and acceptable commercially. Clear relates to 
understandability and free of complexity, commercially acceptable 
means reflecting the facts so the individuals and institutions influenced 
by the institution using these standards will be confident with the 
financial information they receive, finally the standards should be 
logical having common sense in its sequence, content and the way it 
apply. 
 
To have the adaptation process successful, different institutions should 
support the process including: 
 
1- Governments and organizers of financial markets: organizing the 
adaptation process and establishing mechanisms for implementation. 
2- Financial mangers: rejecting alternative treatments even if it is 
easier. 
3- Non-financial managers: they should not stop using these 
standards. 
4- Local standards setting committees: they should support 
adapting the international standards. 
5- Audit firms: pushing the audited institutions to apply these 
standards. 
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International institutions should support this adaptation like: 
 
1- International Monetary Fund (IMF) and the International Bank: 
they should play important role in cooperation to establish strong 
financial structures based on right principles, this is the same for the 
Financial Stability Forum. These institutions can play important role in 
pushing the countries to use high quality standards acceptable 
internationally. 
2- International Organization of Securities Commissions (IOSCO): It 
affects the international financial markets. 
3- Financial Analysts: they affect the beliefs of individuals and 
institutions to the importance to apply the international standards in 
order to avoid the risks of not using it. 
 
This will lead finally to achieve economical benefits shared by 
everybody , this is in addition to the fact that adaptation became a 
necessity for the following reasons: 
 
1- Adapting the international standards by most of the countries in 
the world except United States of America and United Kingdom who 
have their own standards, giving that there is a strong movement in 
United Kingdom to change this fact. 
2- The popularity of the International Standards on Auditing for 
most of the countries in the world which will facilitate the transactions 
between these countries and this will help in satisfying the different 
needs of the users whether locally or internationally.  
3- Movements to globalization, all the countries are trying to be part 
of this system. 
4- The other services provided by auditors in addition to expressing 
an opinion on the financial statements, including understanding and 
evaluating the internal control structure and the compliance with laws 
and regulations.  
 
In certain circumstances, the adaptation of the international standards 
does not prevent from establishing standards related to specific 
financial issue in each country, and the adaptation of the international 
standards should not override the legislations and legal requirements 
as stated in the introduction of the international standards, also there is 
a margin for the professional judgment to be exercised by each auditor 
in relation with the specific audit procedures . It is important to point to 
the fact that adapting the international standards will help in reducing 
the Expectation Gap; the differences between the users an observers 
of the financial statements about the duties and responsibilities of the 
auditors . 
 
Chapter 3 
Implementing the International Standards on Auditing 
 
Internationally: 
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The creation and development of international accounting and auditing 
standards was a result of the huge growth in the size of investment and 
the international capital which pushed the users and observers (those 
who prepare and audit) financial statements to find international 
standards with high quality and can be applied locally and 
internationally. This resulted in publishing the International Standards 
on Auditing in 1994 by the International Audit Practice Committee 
(IAPC), and was followed by adapting these standards by the 
responsible professional bodies and auditors all around the world. More 
than 1000 companies prepare its financial statements according to the 
International Accounting Standards and audit it on the basis of the 
International Standards on Auditing, these companies publish its 
financial statements all around the world for the benefit of the different 
users; mainly shareholders and investors.  
 
This number is expected to be many thousands within short period, and 
this because of expanding the international standards in an increasing 
rate, this can be figured from the following facts: 
 
1- The United States of America investment in companies using the 
international standards is 500 billion U.S Dollars and more. 
2- The use of the international standards by the foreign branches of 
the U.S companies, the directors and auditors of these branches were 
asked to use the international standards in preparing and auditing their 
financial statements. 
3- The big audit firms are using the international standards as a 
basis for their audit work. 
4- Extending the use of the financial reports for the international 
companies beyond the local levels in order to get the international 
investment in these companies. 
5- The use of the international standards by many of the local 
institutions. 
6- Adapting the professional bodies in many of the countries the 
international standards either as their local standards or a basis for 
their local accounting and auditing standards. 
7- Conditioning the use of the international standards by many of 
the international institutions in order to get membership in it, for 
example; the International Organization for Cooperation and Economic 
Development. 
8- Adapting the international standards by the local audit firms as a 
basis for providing audit and related services. 
 
A survey was made in this regard on the IFAC members showed that 
18 countries out of the 65 countries adapted the international standards 
completely, there was minor differences between the local standards 
and international standards of 28 countries, 9 countries showed major 
differences between their local standards and the international 
standards, and 10 countries were not able to identify clearly these 
differences. 
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After publishing the international standards, many of the countries 
showed interest and ability to use these standards in developing their 
own local standards. Some of these are: 
 
1- Netherlands: used the international standards completely and 
canceled the option of developing local standards. 
2- United Kingdom: Although they prepared their local standards, 
they added complementary sentences for many of the standards that it 
agrees with the international standards. 
3- South Africa: They are working on adapting the international 
standards with the local standards. 
4- European Union: A study in this regard showed that there is a 
material reliance on the international standards for many of the union 
members when preparing the local standards. 
5- Canada: The Canadian Union for Certified Accountants 
recommended that Canada should play a main role in creating the 
international standards for auditing and apply these standards in 
Canada. 
6- United States of America: In spite of having local auditing 
standards, the specialized boards recommended encouraging the 
cooperation projects and helping in providing the needed information to 
prepare the international standards . 
 
The above instances show the great development in many of the 
countries to adapt the International Standards on Auditing, giving that 
our search in the above example focused on the major countries and 
this should give an idea about other countries moving in the same 
direction. 
 
In the Arab World: 
 
W e have to draw attention first to the fact that the commercial activities 
in the Arab world are controlled mainly by individuals or families, and 
this lead to weak institutions and part of this come from the cultural 
thoughts and ideas, the individuals and families control over these 
institutions affected negatively the required transparency to extract the 
financial reports, since the individuals and families control canceled the 
role of internal auditors, auditors, financial mangers and consultants. 
 
The other aspect in the Arab world which considered a real danger on 
the economic situation and prevent many of the investors from 
investing their monies in the Arab countries is the lack of laws to 
protect the those investors, this require immediate adaptation of 
modern and developing laws and the international standards on 
auditing to provide transparency for all the concerned users, the 
required adaptation should be on a wide base represents societies, 
associations and individual accountants who are in public practice, 
those should move toward creating an Arab league or making this the 
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responsibility of the Arab Union for Accountants and Auditors to study, 
coordinate and recommend the next steps  . 
 
Some of what was done recently is the announcements made by some 
of the professional organizations that they are adapting the 
international accounting and auditing standards as it is without any 
consideration to the special needs and regulations of these countries. 
 
W e recommend a united and organized adaptation on the Arab world 
level for the international standards after studying it, and this agree 
with the world uniformity in adapting these standards like what was 
done in Europe, South America, Africa and Asia. This can be seen also 
in the main international audit firms who applied these standards 
jointly. 
 
Other things to make the adaptation process in the Arab world 
successful include: 
 
1- Organizing the licensing of professional accountants in public 
practice on stated and acceptable regulations agree with the 
international requirements. 
2- Developing training programs before the licensing and after it, 
this is including adapting the Continuing Professional Education (CPE) 
concept. 
3- The discipline concept, by developing the role of the professional 
bodies organizing the profession to be responsible for monitoring the 
degree of commitment with the standards. 
4- A permanent committee to follow up on the standards 
development. 
5- Creating specialized institutions within the Arab league 
concerned with the auditing standards. 
6- Publishing a specialized magazine and other handouts serves 
the scientific aspects to develop the profession. 
7- Developing a unified and accurate translation for the main terms 
used in the auditing standards. 
8- Holding courses, seminars, and professional workshops. 
9- Encouraging the cooperation and partnership between the Arabic 
accounting and auditing firms. 
 
In Palestine 
 
To understand the application of the International Standards on 
Auditing in Palestine, it is important to give a preface about the status 
of the profession and its organizations in Palestine, in this regard we 
have to point to the high and clear activities by the related 
organizations in Palestine and especially the Palestinian Society for 
Certified Public Accountant (PSCPA) and this can be seen in its 
activities in the following areas: 
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1- Training courses (CPE) in cooperation with the Accounting and 
Auditing Sector Program funded by the United States Agency for 
International Development. 
2- Publishing specialized books also in cooperation with the USAID 
Project, and it is important to mention here the most recent book; CPA 
Guide for Professional Ethics. 
3- Submitting for the IFAC membership. 
4- Publishing the first Arabic approved translation for the 
International Standards on Auditing, the book which was published in 
the year 2000 after a whole year adaptation by the Auditing Standards 
Committee in the PSCPA contained all the International Standards on 
Auditing and the International Audit Practice Statements published by 
the International Audit Practice Committee in the IFAC till December 
31, 1999 . 
5- Publishing a specialized magazine focusing on the new 
developments in the profession, and for example the most recent 
edition of the magazine contained an Arabic translation for the new ISA 
published by the IAPC in the IFAC; ISA # 505 External Confirmations. 
6- Working on a new law to organize the profession complies with 
the international standards requirements to replace the old one. 
 
The Palestinian profession cooperation with the Arab countries started 
with the meeting with the Egyptian Commercials Society in October 
1996 which focused on the procedures to activate the work of the Arab 
Union for Accountants and Auditors, also the PSCPA worked on 
expanding the activities with all the professional individuals and 
institutions in the Arab world through having the training courses and 
specialized seminars. It important in this regards the activities in the 
European level and the work to establish the Arab European Union for 
Certified Public Accountants and exhausting the efforts to join the 
International Federation of Accountants . 
 
To complete the good start done by the PSCPA when made a 
resolution in the Board of Directors meeting in November 2000 which 
stated the PSCPA adapt the International Standards on Auditing and 
the Code of Ethics for Professional Accountants published by the IFAC, 
it should consider the following: 
 
1- Applying clear standards with high quality by the professional 
accountants in public practice in Palestine. 
2- Training the members of the PSCPA members on the 
international standards and holding continuing courses to update the 
knowledge of those members. 
3- The contribution by other governmental and nongovernmental 
bodies, mainly ministries and financial markets. 
4- Supporting all the uniformed efforts in the Arab world to enhance 
the level of the profession. 
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Conclusion 
 
Based on what was discussed in the previous pages we conclude that 
adapting the International Standards on Auditing which is part of the 
international culture became an international and local necessity, but 
this adaptation if not accompanied with a serious study for these 
standards to determine the specific needs for each of the countries and 
especially the Arab countries and how to use it by determining the 
appropriate mechanisms by the professional bodies, this adaptation will 
become meaningless in content and objectives, accordingly the 
adaptation should be accompanied by programs study this adaptation 
and put right bases including the legislations on the government level, 
this is in addition to the training and the continuing professional 
education for the professional accountants in public practice with high 
commitment to the code of ethics for professional accountants and 
mainly professional competence and objectivity in performing tasks. 
 
If the adaptation was accompanied with what mentioned above, this will 
provide a suitable background to develop the Palestinian and Arabic 
economy on appropriate bases and will create the good atmosphere 
and circumstances for investment and expanding it internationally. 
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Towards Complying with IAS's 
Lessons from IAS # 12 ;Income Taxes; 
 
 
Prepared by: Nidal Nierokh 
      Tax Consultant 
      Member of the PSCPA 
 
Since the profession in Palestine adapted the international standards 
whether accounting or auditing, the financial statements prepared 
under these standards should comply with each applicable International 
Accounting Standard in order to be prescribed as IAS compliant, and to 
have the auditor issue an unqualified opinion on these statements. One 
the International Accounting Standards that needs a special treatment 
and should be accompanied with development in related laws and 
regulations is IAS # 12 ;Income Taxes;, the following paragraphs 
discuss the main aspects of this standard.  
 
IAS # 12 prescribes the accounting treatment of income taxes. IAS 12 
also addresses the recognition of deferred tax assets arising from 
unused tax losses or unused tax credits, the presentation of income 
taxes in the financial statements and the disclosure of information 
relating to income taxes. 
 
The principal issue in accounting for income taxes is how to account for 
the current and future tax consequences of: 
 
a- The future recovery (settlement) of the carrying amount if assets 
(liabilities) that are recognized in an enterprises balance sheet; and 
b- Transactions and other events of current period that are 
recognized in an enterprise financial statements. 
 
IAS 12 uses the following term: 
 
Accounting Profit: is net profit or loss for a period before deducting tax 
expense. 
Taxable Profit (tax loss): is the profit (loss) for a period, determined in 
accordance with the rules established by the taxation authorities, upon 
which income taxes re payable (recoverable). 
Tax expense (income): is the aggregate amount included in the 
determination of net profit or loss for the period in respect of current 
tax and differed tax. 
Current tax: is the amount of income taxes payable (recoverable) in 
respect of the taxable profit (tax loss) for a period. 
Deferred tax liabilities: are the amounts of income taxes payable in 
future periods in respect of taxable temporary differences. 
Deferred tax assets: are the amounts of income taxes recoverable in 
future periods in respect of: 
 

Page 2 of 2 

a- Deductible temporary differences, 
b- the carry forward of unused tax losses, and 
c- the carry forward of unused tax credits. 
 
Temporary differences are differences between the carrying amount of 
an asset or liability in the balance sheet and its tax base. Temporary 
differences may be either: 
 
a- Taxable temporary differences, which are temporary differences 
that will result in taxable amounts in determining taxable profit (tax 
loss) for future periods when the carrying amount of the asset or 
liability is recovered or settled; or 
b- Deductible temporary differences, which are temporary 
differences that will result in amounts that are deductible in determining 
taxable profit (tax loss) of future periods when the carrying amount of 
the asset or liability is recovered or settled. 
 
The tax base of an asset or liability is the amount attributable to that 
asset or liability for tax purposes. 
 
Recognition of Current Tax Liabilities and Current Tax Assets 
 
Current tax for current and prior periods should, to the extent unpaid, 
be recognized as a liability. If the amount already paid in respect of 
current and prior periods exceeds the amount due for those periods, 
the excess should be recognized as an asset. 
 
The benefit relating to a tax loss that can be carried back to recover 
current tax of previous period should be recognized as an asset. 
 
Recognition of Deferred Tax Liabilities and Deferred Tax Assets 
 
Taxable Temporary Differences 
 
A deferred tax liability should be recognized for all taxable temporary 
differences, unless the deferred tax liability arises from: 
a- Goodwill for which amortization is not deductible for tax 
purposes; or 
b- The initial recognition of an asset or liability in a transaction 
which: 
1- Is not a business combination. 
2- At the time of the transaction, affects neither accounting profit 
nor taxable profit (tax loss). 
 
However, for taxable temporary differences associated with 
investments in subsidiaries, branches and associates, and interests in 
joint ventures, a differed tax liability should be recognized in 
accordance with the requirements of ;Investments in Subsidiaries, 
Branches and Associates and Interests in Joint Ventures;. 
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Deductible Temporary Differences 
 
A deferred tax asset should be recognized for all deductible temporary 
differences to the extent that it is probable that taxable profit will be 
available against which the deductible temporary differences can be 
utilized, unless the deferred tax asset arises from: 
 
a- Negative goodwill that is treated as deferred income in 
accordance with IAS 22 ;Business Combinations;. 
b- The initial recognition of an asset or liability in a transaction 
which: 
 
1- Is not a business combination; and 
2- At the time of the transaction, affects neither accounting profit 
nor taxable profit (tax loss). 
 
Measurement 
 
Current tax liabilities (assets) for the current and prior periods should 
be measured at the amount expected to be paid to (recovered from) the 
taxation authorities, using the tax rates (and tax laws) that have been 
enacted or substantially enacted by the balance sheet date. 
 
Deferred tax assets and liabilities should be measured at the tax rates 
that are expected to apply to the period when the asset is realized or 
the liability is settled, based on tax rate  
(and tax laws) and have been enacted or substantially enacted by the 
balance sheet date. 
 
The measurement of deferred tax liabilities and deferred tax assets 
should reflect the tax consequences that would follow from the manner 
in which the enterprise expects, at the balance sheet date, to recover 
or settle the carrying amount of its assets and liabilities. 
 
The carrying amount of deferred tax assets should be reviewed at each 
balance sheet date. An enterprise should reduce the carrying amount 
of deferred tax asset to the extent that it is no longer probable that 
sufficient taxable profit will be available to allow the benefit of part or 
that entire deferred tax asset to be utilized. Any such reduction should 
be reversed to the extent that it becomes probable that sufficient 
taxable profit would be available. 
 
Recognition of Current and Deferred Tax 
 
Accounting fir the current and deferred tax effects of a transaction or 
other event is consistent with the accounting for the transaction or the 
event itself. The following paragraphs implement these principles: 
 
Income Statement 
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Current and deferred tax should be recognized as income or expense 
and included in the net profit or loss for the period, except to the extent 
that the tax arises from: 
 
a- A transaction or event which is recognized, in the same or 
different period, directly in equity; or 
b- A business combination that is an acquisition. 
 
Items Credited or Charged Directly to Equity 
Current tax and deferred tax should be charged or credited directly to 
equity if the tax relates to items that are credited or charged, in the 
same or a different period, directly to equity. 
 
Presentation 
 
Tax Assets and Tax Liabilities  
 
Tax assets and tax liabilities should be presented separately from other 
assets and liabilities in the balance sheet date. Deferred tax assets and 
liabilities should be distinguished from current tax assets and liabilities. 
 
W hen an enterprise makes a distinction between current and 
noncurrent assets and liabilities in its financial statements, it should not 
classify deferred tax assets (liabilities) as current assets (liabilities). 
 
Offset 
 
An enterprise should offset current tax assets and current tax liability if, 
and only if, the enterprise: 
 
a- Has a legally enforceable right to set off the recognized amounts; 
and 
b- Intends either to settle on a net basis, or to realize the asset and 
settle the liability simultaneously. 
 
An enterprise should offset deferred tax assets and deferred tax 
liabilities if, and only if: 
 
a- The enterprise has a legally enforceable right to set off current 
tax assets against current tax liabilities; and 
b- The deferred tax assets and deferred tax liabilities relate to 
income taxes levied by the same taxation authority on either: 
 
1- The same taxable entity; or 
2- Different taxable entities which intend either to settle current tax 
liabilities and assets on a net basis, or to realize the assets and settle 
the liabilities simultaneously, in each future period in which significant 
amounts of deferred tax liabilities or assets are expected to be settled 
or recovered. 
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Disclosure 
 
The major components of tax expense (income) should be disclosed 
separately. 
 
The following should also be disclosed separately: 
 
a- The aggregate current and deferred tax relating to items that are 
charged or credited to equity. 
b- The expense (income) relating to extraordinary items recognized 
during the period. 
c- An explanation of the relationship between tax expense (income) 
and accounting profit. 
d- An explanation of changes in the applicable tax rate(s) compared 
to the previous accounting period. 
e- The amount (and expiry date, if any) if deductible temporary 
differences, unused tax losses, and unused tax credits for which no 
deferred tax asset is recognized in the balance sheet. 
f- The aggregate amount of temporary differences associated with 
investments in subsidiaries, branches, and associates and interests in 
joint ventures, for which deferred tax liabilities have not been 
recognized. 
g- In respect of each type of temporary difference, and in respect of 
each type of unused tax losses and unused tax credits: 
 
1- The amount of the deferred tax assets and liabilities recognized 
in the balance sheet for each period presented. 
2- The amount of deferred tax income or expense recognized in the 
income statement, if this is not apparent from the changes in the 
amount recognized in the balance sheet date. 
 
h- In respect of discontinued operations, the tax expense relating 
to: 
1- The gain or loss on discontinuance. 
2- The profit or loss from the ordinary activities of the discontinued 
operation for the period, together with the corresponding amounts for 
each prior period presented. 
 
An enterprise should disclose the amount of a deferred tax asset and 
the nature of the evidence supporting its recognition, when: 
 
a- The utilization of the deferred tax asset is dependent on future 
taxable profits in excess of the profits arising from the reversal of 
existing taxable temporary differences. 
b- The enterprise has suffered a loss in either the current or the 
preceding period in the tax jurisdiction to which the deferred tax asset 
relates.     
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1 Al Ayyam 15/01/02 Open Meeting  Newspaper 

2 Al Hayyat 15/01/02 Open Meeting Newspaper 

3 Al Quds 25/01/02 Graduation – Al Azhar U - Gaza Newspaper 

4 Al Quds 11/02/02 Quarterly Report Issuance Newspaper 

5 Al Ayyam 12/02/02 PAAA - CMA / CFM Newspaper 

6 Al Hayyat 21/02/02 PSCPA – Auditor Magazine Newspaper 

7 Al Hayyat 28/02/02 Training with PSCPA Newspaper 

8 Amwwaj 07/03/02 
F. Zaghal show “Amwwaj Al Sabaah” He talked 
about   1) Bir Zeit University Course   2) IMA    

3) Int’l Valuation Stds 
Private Radio Station 

9 P S C 18/03/02 Discussions of the Program – Open Meetings 
and progress 

T V  

Al Quds 
 

It is the Largest Daily local Newspaper that is 
issued in Jerusalem and distributed to the 
Arab world and has the largest amount of 

readers in both the Newspaper and the Web 
Site on the Internet. 

Al Ayyam 
 

Is the Second newspaper after Al Quds and 
considered new one but accomplished a lot 
within a short period of time and distributed 
from Ramallah to all the cities in Palestine 

and has a Web on the Internet. 

Al Hayyat 
 
It is considered as the Youth News paper that 
talks most about the development of the youth 

and the economics and  can also be 
considerd as a Governmental Newspaper. 

United States Agency for International Development 
Accounting and Auditing Sector Program 

Media Activity 
Q1-2002 

PSC 
 

The First Palestinian TV Channel that was 
made after the declare of Independence. And 
the biggest TV channel in Palestine. Its main 

office is in Gaza. It has both Local and 
Satellite channels CH 35 UHF  

  

Amwwaj 
 

It is the largest Private Radio Station in 
Palestine. The main office is in Ramallah and 

now its working as a combination with The 
Call of Palestine “The governmental Radio 

Station” FM 91.5 MHz 
























